yoseasay Aiinbg @661 aunp

1.10dayy jousayuy unado.anry ay g,

a

nlo

S

é

HALLIM NVAd ATINVLS NVOIOW

Equity Research
Europe

The European Internet Report

Multi-Industry Overview

MORGAN STANLEY DEAN WITTER

June 1999

BE

@ Yy A & »2 @ a s & I

Forward Reload Home Search Metscape (mages Print  Security Stop

v
i Location:@lhttpzuww_oéﬁ Vu?

' \&‘\febl“laﬂ &Contact »&Peqﬂe & Yellow Pages -&Dowﬂoad

Déja Vu?
Internet usage ramped

quickly in the US...
now it’s happening in Europe

® The Internet will transform the
economics of European business

* We look at leading companies
across 12 industry sectors

* Profiles of large-cap Internet
stocks, developing Internet
stories and smaller “pure plays”

%

3 T
NTL sonera @®MTG  ericsson 2

ital TeleNet

& [ S U1 INTERSHOP

Willkommen

] I

iﬁ;};ﬂ % |'-.-._:r-u-|-._l:u_h'.-i-\?.|i-.|-.: YasoO!

U
ow

CNergis

Wolters _

Skandia SES

\AA A4

% EQUANT

&/ Merita

NOKIA

T - -Online-

AOL.de

jemip

TESCO /ine

el |
skv( e)

AYCHIBSTED ) BARCLAYS

—) il
BRITISH AIRWAYS

EZ3 3509 &l F %



Morgan Stanley Dean Witter
To all clients,

Please use the bookmarks available to go to the section you require.


MORGAN STANLEY DEAN WITTER

European

| nvestment
Resear ch

June 1999

The European I nternet Report

e The number of European | nternet users should
triple over the next four years to 100 million users.
Investors must factor in the impact of this dramatic
growth in Internet users on corporate strategies,
revenues, costs, margins, profits and valuations.

» Opportunitiesto invest in the potential of the
European I nternet are multiplying, through
established large-cap stocks and smaller ‘pure’
Internet stocks. The Internet also provides a threat
to many business models, however.

e Inthisreport, we provide an in-depth look at the
trends and opportunities related to the European
Internet.

Thisreport will be downloadable from www.ms.com
after 1 July. You can also find other Internet-related
research reports published by MSDW on our web site.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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I ntroduction

Over the past threeyears, the Internet hashad a spectacular effect on the perfor mance of US equity portfolios This

has been driven by two forces: the spiralling and well-documented rise in market capitalisation of pure ‘Internet plays’, and
the more insidious discounting of the effect on share prices of the Internet and e-commerce on business models attached to
different companies and industries.

Notwithstanding the high drama of recenlatiity in the US pure plays, and the fact that European equities have until
recently been relatively unaffected by these considerations,lisgebthat....

....successful European equity investment will depend increasingly on under standing the Inter net and e-commer ce and

how they affect companies, industries and their business models In The European Internet Report, we examine the

growth of the Internet in a European context and identify those large-cap companies that we believe are most affected by the
phenomenon. We explain how the Internet works, present our new model of Internet penetration in Europe and offer studies
by relevant sector analysts on the effect of web usage on their industries.

Looking at Europein aglobal context Producing this report has been a team effort, and has involved the participation of
members of our analyst teams in Europe and the US, for it is only possible to understand the regional impact of the growth o
the Internet in a global context. We intend to continue to provide you with global and regional insights into the Internet and
e-commerce in Europe through frequent follow-up work by our sector teams, focusing on both analysis of corporate and
sector trends and conceptual work on business model development.

Expanding our Internet coverage to smaller-cap, ‘pure’ Internet playsWe are aware that the stock recommendations
featured in thisreport relate to large capitalisation companies: we fully intend to migrate our coverage down the capitalisation
curve and initiate coverage on more small- and mid-cap direct Internet plays later thisyear. We have included descriptions of
some of these stocks in the section entitled ‘A View from the Capital Markets’, which also looks at some of the more
prominent private market direct Internet plays.

Your feedback will help usto help you This report is aimed at different audiences, with differing levels of understanding

of the technological, commercial and investment implications of the Internet. We invite your comments on our efforts and
your suggestions for future areas of exploration. Contact details for all the analysts who have contributed to this report can
be found below.

Thisreport isthe product of work done by many of our Eur opean analysts, led by Steve Winram of our Media team

who, with MSDW colleague Michael Steib, also contributed key sections of the report. Mary Meeker and her team in the US
have also added significant content and judgement. We hope that you will find their work of value in your own investment
decision-making as we navigate the turbulent waters of this new e-age.

Charles Scott
Director of European Research
charless@ms.com

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Thisreport has been ateam effort. Steve Winram, assisted by Michad Steib, has been instrumental in pulling the report together
and haswritten a sgnificant portion of it. We are also grateful for the contributions of our junior analysts and resear ch associates.
Thereport was edited by members of our London editorial team, Richard Tourret, Adrian Shire, Annabelle Buckley and Terri
Roallins, and Fred Miller and Andrew McCannin New York. Finally, thanksare dueto Saira Abbas, who has managed the

formatting and administration of this document, and Sarah Beck of our production team.
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Summary and I nvestment Conclusions Steve Winram/Michael Sieib

Why Should You Read This Report? Andy Grove, Chairman of Intel, said in 1999: “In five years’
time, all companies will be Internet companies — or they

e« Thenumber and market capitalisation of European ; .
won’t be companies”.

Internet stocks appear set to expand rapidly over the
next few years — investors should be aware of this fasff he | nter net Will Transfor m Business
growing medium and the scale of its impact on

wraditional sectors. The Internet has the capacity to alter the economics of

business. Internet usage can change the cost of customer

*  Welist 11 large-cap stocksthat are benefiting acquisition, sales, marketing, distribution, inventory
already or that we believe are poised to benefit from management and procurement. It can cause
the European Internet (see Table 1). disintermediation, create opportunities for new types of

intermediaries, lower and create barriers to entry, deflate
prices and improve customer service levels. It will create
winners and it will produce losers.

*  Numerousother large-cap European companies
could benefit from the Internet, based on our
forecasts of their Internet revenues (see Table 2).

Setting up an online book storeischeaper, easier and

quicker than setting up a chain of bookstores, or banks,

or wine merchants. The right marketing and distribution

will allow businesses to reach far larger customer bases than

ever before.

* Thelnternet ischanging traditional business models L ook at the business models of successful US I nter net
fundamentally, across many sectors, creating threats ag,mpanies Some are extraordinary. priceline.com allows
well as opportunities. Time is running out for consumers to set prices at which they are willing to trade.
companies that have failed to formulate an Internet eBay permits person-to-person trading on a scale and in a

* An attractive group of European.com companiesis
emer ging rapidly, benefiting from lessons learned in
the US and the explosive growth of the Internet in
Europe.

strategy. diversity of products never heard of before. But other

«  European Internet users seem to be at the same models are quite ordinary. Amazon.com originated as a
stage as the US thr ee year s ago — poised for bookseller, Dell sells computers, and Yahoo! is a virtual
explosive growth. offering of seemingly limitless information and resources —

. all supported by advertising dollars.
e Thenumber of European adults using the I nter net

regularly should triple to over 100 million by 2003, ~ What they all havein common isthe way they have

on our forecasts, reaching a critical mass of 35% transformed businesses through a unique competitive
penetration. advantage, the Internet.

« Internet penetration could increasemore sharplyin ~ Thelnternet Will Gather Its Own Momentum
Europe than in the USiin its initial phase, due to
improved technology, content, and easier and cheaper
access.

Thisisnot afad This is not something that has happened
in the US but will not happen in Europe. Why? Two
reasons: a competitive imperative and a revolution in

The Internet Cannot Be I gnored functionality. From a competitive standpoint, it has become
difficult already for businesses to ignore the Internet.
Customers, shareholders, suppliers, investors and
researchers already expect to find data, information,
entertainment and transaction opportunities via the Internet.

In this report, we have compiled what we believe to be the
first comprehensive review of the Internet in Europe, and
the first in Europe that attempts to be comprehensive in its
coverage of developments across sectors and key stocks.
The report explains why we think it is no longer possible to The more users under stand what the Internet can do,
ignore or dismiss the Internet phenomenon. the more end customer s want from it.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Internet Growth Should Be Dramatic Benelux) should catch up fast. Markets such as Spain,
France and Italy, where penetration lags (4-5%), have also

Our medium-term for ecasts show dramatic growth for . o .
begun to see rapidly increasing interest in and growth of the

the Internet in Europe Currently, 34 million adults
regularly access the Internet in Europe — equivalent to 12(%1ternet.
of the adult population and around 8.9% of households (the_
fact adults access it at work as well as at home is one of thE'%¢? e .

Internet’s key features/strengths). We believe this figure Internet Penetration in Europe - MSDW Estimates
will rise to 35% of adults by 2003, giving a market of over
100 million users (the IDC data in Figure 2 are even more
upbeat than our forecasts in Figure 1). 1000 | 1 foes

1003

120.0

We believe thistarget will bereached easily, not least 0 | i
because there are several European markets (Sweden,
Finland and Norway) that have achieved 30% household
penetration already. The factors that have driven adoption  ,, | a0
in these countries — high PC penetration, deregulated ﬂ

8
o

MM Users
3
o

telecoms markets and high GDP per capita — should all 20 1
apply in the larger European markets.

1997 1998 1999E 2000E 2001E 2002E 2003E 2004E
The mid tier of markets with medium Internet penetration

rates of 8-14% of the population (Germany, the UK and £~ Morgan Sianley Dean Witter Research Estimates

Figure 2
Web Usage Trendsin Western Europe - IDC Estimates
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Companies and | nvestors Need to Position
Themselves Now

Europetoday is at the same stage asthe US wasthree
yearsago Internet usage penetration levels are low, but
have passed the 10% rate, where US investor interest in the
Internet story began to take off, along with Internet
company valuations.

How to Invest in the Internet in Europe

L ook at the development of the per sonal computer
industry Our US analysts saw the development of the
Internet industry follow a pattern similar to that seen at the
beginning of personal computersin the early 1980s, with
distinct phases of growth. Intheearly years, the
hardware/infrastructure manufacturers were the winners.
However, over time, value shifted first to enabling
technology (e.g., operating systems and software and
services) and, ultimately, to programming and content
(Figure 3).

Thispattern provides a templatein Europe today for the
I nternet.

Wearein thefirst phase, wherethe bulk of our stock
picksrelatetoinfrastructureproviders(in the USin
1994, Cisco and L ucent were plays here) Thesearethe
telecoms companies, cable operators and equipment
providers. Telecoms and cable operators offer narrowband
and overtime, broadband access to each other, to
multinational corporations and to consumers.

Telecoms equipment providers with expertisein broadband
technology should aso benefit from this growth (e.g.,

Figure3
Inter net Development Framework - Europe

New Phases / Segments Drive New Growth

Revenue

1998 1999 2000 2001 Time —»

Source: Morgan Stanley Dean Witter Research

Alcatel). The Symbian dliance, which aimsto make EPOC,
the Psion operating system, the standard for the third
generation of mobile communication devices, should benefit
Nokia and Ericsson.

The second phase of growth, in software and services(in
the USin 1995, Netscape and Micr osoft wer e plays
here), is beginning to offer opportunities Established
European software companies are facing a fundamental
challenge from the Internet. But many of the established
enterprise resource planning (ERP) companies are working
hard to position themselves for the coming e-commerce
wave. Companies such as SAP and Atos are our preferred
plays as e-commerce enablers. Smaler specidist stocks
such as Icon Mediadab and agroup of private companies
may provide further opportunitiesto play growth in e-
commerce.

Weare also close to phase three, when provider s of
content on the Internet start to provide potentially
explosive investment opportunitiesin Europe (in the US
in 1996, Yahoo! and America Online were plays here)
The Internet will provide new access to a massive potential
international audience of 100 million people. Content will
be critical in attracting and retaining audiences around the
portalsthat act as the main roads to web content. Right now
in Europe, the content plays in the leading spots are US
plays such as Y ahoo! and America Online though many
country specific sitesycompanies are gaining traction in
particular countries.

The fourth phase — E-commerce and retail — has

jumped into conscious view because of Amazon.com and

eBay We have yet to see theretail opportunities crystallise
in Europe. Again, thisis only amatter of time, and there are
plenty of interesting examples of European retail majors
(Tesco, Icdand, Dixons) and start-ups (Boxman,
chateauonline) making a mark in this space.

The fifth phase, business re-engineering, is also
beginning to take hold as companies areredising dowly
that the old way of doing things may be costly, inefficient or
inappropriate. It may also befatal. Here, banks, insurers,
airlines and utilities, to name but a few industries, are
reappraising their positions.

L ooking for the European | nternet Winners

Given the Internet’s early phase growth in Europe, we
have been keener to identify potential winners than
losers partly because fast-moving companies still have a

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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brief period of timeto react and to exploit opportunities.
However, we fed that timeisrunning out for companies
that have yet to formulate an Internet strategy. We believe
thiswill become one of the greatest differentiators for stocks
over the next few years.

Table 1 ligsthose stocks in our coverage universe that we
believe are the best way to gain exposure to the European
Internet. Asnoted above, the bulk of our recommendations
areinfrastructure plays, principally telecoms and telecoms
equipment providers and cable operators, reflecting the
early stage of Internet development in Europe.

However, we al so highlight businesses that are actively
pursuing a strategy in thisarea. European banks, insurers,
airlines, utilities, media companies, retailers, advertising
agencies and business services/logistics providers are dl
beginning to feel the impact of the Internet on their busi-
nesses and operations, and we have profiled those stocks
that look set to capitalise on these devel opments, aswell as
afew that we believe could be affected negatively by the
Internet.

How to Navigate This Report

Thisreport isdivided into two broad sections, what we call
‘Internet Industry Background’ and ‘Internet Company
Thoughts'.

Thefirst section, following our introduction, conclusions
and overview, summarises | nternet penetration in
Europe (and includes a section on content and usage) as
well asthe sze and structure of the Internet in Europe

markets and the differences between those markets, and the
nature of Internet usage by individuals. More details on this
and related subjects can be found in Appendix I. This is
followed by a brief explanation of the infrastructure of the
Internet in Europe — who owns and operates the cables,
wires, switches and routers that represent the physical
manifestation of the Internet. Chapters 3 and 4 look at the
major Internet access or service providers and technologies
at the global, pan-regional, national and regional levels.

The second section, ‘Internet Company Thoughts’, is
focused specifically on sectors and companids

examines the impact the Internet ishaving on each sector,

and identifies those companies that we believe are pursuing
coherent strategies and that are most likely to benefit from
growth of the Internet. It focuses first on several key sectors

— infrastructure (telecommunications, telecommunications
equipment), enterprise software and services, and content
and aggregation (media) — and then commence
(advertising, airlines, banks, food retailing, general retailing,
insurance, logistics and utilities). The final part of this
section includes a selection of recent IPOs and private
companies that may provide the growth opportunities of the
future, followed by a company profiles section.

The report also includes commentary or appendices on
European regulatory developments, ground-breaking US
research on the valuation of high-growth stocks, on major
European Internet markets, Internet penetration by country,
who is using the European Internet, a view of what it's like
selling online, useful Web sites, Internet companies quoted

It sets out penetration estimates to 2003, and the drivers ofon European Exchanges, an Internet glossary and terms, key

increased penetration. It touches on the major European

data on Internet companies (with a US focus), and an
Internet overview/update (also with a US focus).

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Tablel
MSDW Coverage Universe: Large-Cap Companies Positioned to Benefit from the European | nter net

Data & Internet Revenues
asa% of Sales

Company Sector 1998E 2003E Comments
Infrastructure
COLT Telecoms 25 40 Exploits growth in demand for corporate

web access, web hosting and web housing.

Energis Telecoms 49 55 I SPs constitute one of the company's major customer
groups, with 50% of their (UK) traffic carried over the
Energis network.

Equant Telecoms 98 100 Focuses on serving multinational
corporations' Internet and data needs.

KPN Telecoms 10 40 Strong domestic ISP and important joint
venture with Qwest to supply pan-
European backbone.

NTL Telecoms 8 35 Early mover in UK broadband access and
49% stake in consumer ISP, Virgin Net.

Sonera Telecoms 35 60 Advanced telecom operator that dominates consumer
and business segment of the Internet market in Finland.

Telewest Telecoms 5 35 Potential winner in race to dominate mass residential
market for broadband Internet access.

Alcatel Telecoms Equipment 10 35 Leading supplier of wireline broadband products for
Internet access: ADSL technology, high capacity IP
routers, ATM switches, SDH & WDM networks.

Nokia Telecoms Equipment 7 35 Well placed for wireless Internet. World leader in mobile
phones; number two in GSM infrastructure.

Software & Services

Atos Enterprise Software 10 25 Europe’s leading e-commerce IT services provider
with skills in transaction processing, outsourcing and
systems integration.

Content and Aggregrators

UPC Media 3 23 Europe’s largest broadband cable operator with 3.6m
subscribers and an aggressive Internet strategy with high-
speed Internet access and its portal, chello.

Source: Morgan Stanley Dean Witter Research Estimates

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Table2

MSDW Coverage Universe: Companies with Developing European | nter net Businesses

asa% of Sales

Data & Internet Revenues

Company Sector 1998E 2003E Comment

British Airways Airlines <1 50 Aiming for 50% of ticket saes viathe net by 2003. Internet leverages customer
loydty and drasticaly cuts distribution costs.

Lufthansa Airlines <1 35 Strategy aimed at lower end of the airline ticket market, but well developed and
working.

Banklnter Banks - - Over 10% of Bankinter's total transactions volume are executed via its ‘Bknet’
service.

Barclays Banks - - Leads the field in UK Internet banking and has recently launched Internet brokerage.

Merita Nordbanken Banks - - Merita has the largest Internet banking customer base in Europe at 550,000 plus 600
corporate users of its Internet site, Solo Bank

SE Banken Banks - - 35% customer private payments, 20% of private equity trading and 10% of corporate
customers’ forex transactions through SEB are carried out over the Net.

TNT Post Business Services/ 1 6 Potential key component of Internet-linked supply chain management

Logistics with value-added web-based tracking services.

Iceland Food Retailing - - Nationwide home-order service rolled out in 1999.

Tesco Food Retailing - - Internet trials rolling out to 100 stores in 1999 and promising free ISP in the UK.

Dixons General Retall - 2 First-mover advantage and a huge (1.3 million) Internet customer base in the UK.

SAP Enterprise Software 0 15 Recently launched a business-to-business procurement product, online retailing and

&IT online buying community. Internet enhances product delivery.

Prudential Insurance/Banks - - Launch of Egg has generated £5 billion of deposits and 500,000 customers.
Distribution cost savings for insurance products potentially huge
over the Internet.

Skandia Insurance - - Steadily growing Internet-based Insurance business in domestic market.

BSkyB Media - - BSkyB’s OPEN platform has compelling content and potential for further Internet
integration.

Canal+ Media - - Now offering broadband Internet access via Numericable with partner Vivendi.

Carlton Media - - A suite of websites complement its specialist digital channels.

EMAP Media 0 8 Portfolio of content plus strong travel based websites and transaction orientation.

Modern Times Gp. Media 0 3 Operates a portal witev.tele2.se and provides a range of web-based shopping
sites.

Mondadori Media 0 2 Websites and joint venture with Bertelsmann for online books in Italy.

Pearson Media - - Company aims to make FT.com the leading business portal on the web.

Reuters Media <1l 20 Strong position as wholesaler of information to ISPs.

Schibsted Media 5 7 Multimedia division operates Scandinavia Online.

SES Astra Media - - Developing ASTRA-NET, a multimedia platform for high-speed data delivery.

United News & Media 2 10 Aiming to capitalise on Internet sites of CMPNet and Miller Freeman in

Media business publishing.

Wolters Kluwer Media 5 30 Online/electronic products are Wolters Kluwer’s fastest-growing segment (+30%
last year) and account for 18% of revenues.

WPP Media 2 10 Benefits from greater media complexity and through specialist communications e.g.,
direct marketing.

British Telecom Telecoms 14 30 BT has one of the few major European investment programmes aimed at domestic
and pan-European Internet strategies.

Ericsson Telecoms Equipment 5 35 Well placed for wireless Internet: world leader in wireless infrastructure equipment;
a leader in third generation; number two in digital mobile handsets.

Vivendi Utilities - - Strong combination of content (Canal +) and distribution (Cegetel) plus 50% of

Source: Morgan Stanley Dean Witter Research Estimates

AOL/Bertelsmann in France.
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A USView on The European Internet  mary Meeker & the Usinternet Research Team

From the Eye of the US Internet Storm...What's the Forecast for the European Internet Storm?

Let's Take a Step Back in Internet Time...

It's been nearly four years since the Netscape IPO (8/8/95) rocked the world (and the US capital markets) and helped launct
venture capital-backed, entrepreneurial, Gen-X'd, Internet life. It's been just shy of three years (10/96) since it looked to
many that America Online was toast. Rarely has so much happened and been created so quickly.

While Internet growth has truly been a global thing (of the 100 million Internet users in the world today, 35% reside outside
the US), most markets lag 1-4 years behind the US in terms of market penetration and evolution of content and services.
Why? When Netscape unleashed its Web browser and its IPO in the Summer of 1995, US PC penetration was already high
allowing for an easy upgrade to the Web. America Online’s online service had good mind share in America, and the stock
market was pumping, allowing for attractive financing opportunities for hot companies. What's more, telecommunications
costs were, on a global basis, relatively low, the regulatory environment remained liberal, and the Web, Silicon Valley, Bill
Gates, and Marc Andreessen got buzz.

We Love Pattern Recognition...

We consider ourselves reasonably well-educated students of technology | POs, and one of the things that has been interesting
about the evolution of US Internet IPOsisthat each year, since 1994, there has been a new Internet |PO/concept that has
captured imaginations and users and has created wealth.

In 1994, Inter net Infrastructur e ramped with the PO of UUNet and the reincarnation of Cisco as the provider of Internet
plumbing. In 1995, Internet Softwar e and Services ramped with the |PO of Netscape and the reincarnation of Microsoft as
an Internet company. In 1996, Internet Content and Aggregation ramped with the IPO of Y ahoo! and the reincarnation of
America Online as an Internet company. In 1997, eCommer ce ramped with the |PO of Amazon.com. In 1998, Business
Re-Engineering ramped with the IPO of eBay. In 1999, the big themeis Busness-to-Business eCommer ce (note the | PO
of Healtheon). The wealth created by the aforementioned companies (in terms of market capitalisation change) since the
Netscape | PO, as of 6/10/99, exceeded $800 hillion.

So...what have been some rules of success for these big Internet market capitalisation winners?

Q Huge Market Opportunities

O Good Technology/Service that Offers a Significant Value/Service Proposition to Its Customers

Q Great Management Team/Board of Directors/Committed Partners

O Leading/Sustainable Market Position with First-Mover Advantage. Potential for Brand Leadership
O Insane Customer Focus

Q Extensible Product Line(s)

Q Annuity-Like Business with Sustainable Operating Leverage Assisted by Barriers to Entry

Q Strong Business Momentum

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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So...what does this mean for those looking for Internet investment opportunities in Europe?
1) Internet Infrastructure (telecommunications-related) investments may likely be the biggest money makers —
simply put, Internet usage is growing, and the local players that gear for data growth should excel.

2) Internet Softwar e and Service investing will be tricky, because so much of the Internet software plumbing is
being created by such industry standard-bearers as Microsoft, Netscape, Oracle and a host of US-based start-
ups, though European companies, such as SAP, with large installed bases and emerging local Internet
consultants have compelling opportunities.

3) Internet Content and Aggregation is a scale business, and companies such as Yahoo!, AOL, Microsoft...well,
they have scale. That said, it's highly likely that thanks, in part, to language and cultural differences in many
European countries, leading vertical portals should continue to excel in their markets, and we expect market
consolidation here.

4) eCommerce...again, here, it's a scale business, and companies such as Amazon.com and eBay have impressive
reach. But because eCommerce has kicked in later than some other Internet business segments, and because
host of European experts (including traditional companies), on a relative basis, have been early to focus on
eCommerce, there should be some compelling European investments in this area.

5) Business Re-Engineering andBusiness-to-Business eCommer ce...given their early stage of evolution, these
markets can still be considered wild cards, though the Spring Training roster of US companies in these sectors
looks strong.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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Overview of the European | nter net:
| nternet Forecasts and | nternet Structure Seve Winram/Michael Seib

Investment Summary quality of content. Our view is that demand for Internet

. Thenumber of European adults using the I nter net services will be driven by the following factors.

regularly should triple to over 100 million by 2003. «  Avirtuous circle is being created where higher Internet
speeds permit new applications that drive demand for
bandwidth and result in further infrastructure upgrades.
Content will continue to improve as users demand more

*  New technologies will drive demand for Internet
services, with easier and faster access and improved

content. . . L
cool stuff like music downloads, community, instant
«  Supply-side congtraints should loosen as several messaging, and more personalization. Video and audio
European carriers add new capacity to the backbone, on the Internet will become commonplace, as well as
bandwidth-heavy applications such as music
*  Webelievethe free access model will be very downloading. Demand will be driven by increasing
important in attracting new usersto the Internet in access speeds, pervasive use in the workplace, free
Europe. The early ramp in the UK is impressive... access for the consumer, and by positive demographics

(high adoption rates amongst the young).
»  Europe should benefit from being at an earlier stage

in the Internet growth cycle, by learning from the US A revolution in speed of access Major advances in

experience and adopting the latest technology. access speed over today’s 14-56 kbps dial-up modems
are available already to Internet users via ISDN.
How Big Will the Internet Bein Europe? Digital Subscriber Line (DSL) technologies can provide
The number of European adults using the I nter net high-speed access over standard telephone lines, and, in
regularly should triple to over 100 million by 2003, on time, cable modems and wireless technologies add a
our forecasts. Internet development is at an earlier stage in ~ New dimension of high-speed access that will further
Europe than in the USForecasts for the number of enhance the attractiveness of the medium.

households connected to the Internet rise from an estimated

8.9% currently to over 30% by 2002, implying penetration ..and Free Access

of more than 37 million homes. We believe that this is an ISP business models are moving to ‘free’ access for the

inappropriate measure, however, since 40% of Europeans European consumer Freeserve and Virgin in the UK

access the Internet at work, and 28% via an educational (among many others), Mannesmann with Yahoo! in

institution. Approximately 30% of adulteeess the Internet Germany and World Online with TF1 in France have all

in more than one location. launched free access business models. The viability and
sustainability of the free access model is one of the most

The appropriate measure, in our view, is access by individ-notly debated areas of Internet commercein Europe.

uals. We estimate that 34 million European adults regularlyjowever, we believe it will be hugely important in getting

access the Internet currently, some 11-12% of the total aduignsumersto test and adopt the new medium, and free

population. We expect this number to double by the year  access seems to us to be amajor step towards attracting
2000 and for penetration to rise to 35% by 2003. This large numbers of subscribers.

would mean a market of more than 100 million users.

Demand Driven by New Technology....

We believe that demarfdr Internet services will increase in
line with the ease and speed of access to the Net and the

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.




10

MORGAN STANLEY DEAN WITTER

Traditional Media Are Broadening the I nter net
Audience

Thenew digita television operators are tentatively offering
e-mail services through the set-top box used to decode
digital TV signads. Functionality islimited to e-mail at the
moment, but we believe that, in the longer term, the
television companies will not turn their backs on such a
compelling medium. People aready use TV to get
information: in the UK, over 20 million adults use the
Teletext on-screen information services every week, out of
28.2 million adults (61% of the total) who have Teletext
services on their televisions.

In the UK, we have seen two mass-market newspaper
publishers — th&un and theMirror — launch free-access

everyone. We believeit will become percelved asa
competitive advantage for businesses and individualsto
have access, in terms of both the information available and
the range and price of products in marketsthat clear or
operate electronicaly.

Business Penetration Growing

Surveys of European businesses show that 28% of
companies have some form of Internet access. Penetration
rates are skewed to larger corporations (defined as having
500 or more employees), where on-dte Internet access rises
to 67%. This does not mean that all employees have access,
nor does it quantify restrictions on access imposed by
corporate firewalls. However, the growth of virtual private
networks, Intranet access and wide area networks em-

Internet services. These launches have been accompaniegbhasi ses the importance to companies of deeper Internet
by offers of deals on Internet-connected home PCs from  access within their organisations.

brand-name manufacturers.
The Demographics — The Young Think the Net
Rocks

Surveys of European demographic usage of the Internet
show that 50% of 15- to 19-year-olds regularly access the

Internet. Although this is a ‘slow burn’ model for Internet
penetration and usage, we believe experience with other

Nascent Markets, Battlegrounds Developing

Europe isa growth market in terms of Internet penetration,
which isin itsimmature phase. Nearly all the major areas

of Internet commerce — telecommunications services, tele-

communications equipment, provision of backbone

infrastructure, Internet access, content or portal sites and all

areas of commercial activity-will see jockeying for

new technologies in the past shows that this is a compellingnarket position. We also believe there will be significant
argument for the medium’s potential to achieve saturation consolidation over the next 18 months, as companies
penetration as tOday,S teenagers become tomorrow’s parergﬁa‘npt to secure a pos“ oninthe |ead|ng pack that will be

and workers.

The PC Presence I s Still Increasing

the ultimate winners from this growth market.

Infrastructure I ssues for European I nter net

The PC will remain the dominant means of accessing the Growth

Internet for the foreseeable future, we believe. PC

Regional European Backbone Dominated by PTTs

penetration of households is forecast to reach almost 50% of

European homes by the year 2004. In fact, consumers’

The Internet infrastructure in each European country is

desire to access the Internet is becoming a key driver for pgominated largely by theincumbent public telephone
sales in Europe. PC sales grew by 20% in the first quarter Catiers (PTTs). This applies both at the backbone
of 1999 versus 1998. This is complemented by penetrationnfrastructure level and in terms of the ‘last mile’ or local

of PC and Internet technology in the workplace. The

loop, the connection with the domestic consumer. This is

is forecast to grow from 29 million (28% of white-collar
workers) to 77 million (70%) by 2004.

Web Content — Something for Everyone

The value of content should not be underestimated as a
driver of the market. The Internet can be likened to vast
databases of information, with something of relevance to

the structuring of charges for online access, and their
influence over access technologies. European telecoms

pricing is based on time usage, whereas the US model uses

fixed-rate local calls.

Local loop access is predominantly over copper pairs, and

access speeds at the local loop are slow, because the PTTs

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
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have generally not invested aggressively in new access BT/AT&T, Viatel, C&W and Global Crossing, among
technologies. others, represent the new generation of carriers, and are all

working to develop European high-speed networks.
Global Backbone Still Cartelised by Major US

Players Current Infrastructure | ssues Are Addressable

The European Internet infrastructure relies on links with Most of the infrastructure issues can be dealt with through
major global backbone suppliers. Most Internet trafficis competition and technology. To some degree, Europe’s
routed through US networks, causing constraints and technology gap is an advantage, as the adoption of later
bottlenecks between the US and Europe. The major digital technologies will avoid some of the early difficulties
backbone networks (WorldCom/UUnet, Sprint, Cable & experienced in the US with slower, analogue devices.
Wireless) now dominate global traffic, and private peer Indeed, the fact that Europe is at an earlier stage in the

arrangements between these big three have displaced traffic growth cycle is the main opportunity.
exchanges at Internet Exchange Points (IXPs), with the ) ) )
result that 1 XPs will become less and less important, in our Differencesin I nternet Usage Between Countries

view. Europe is far from being a homogeneous market. It divides
neatly into three tiers, with the greatest penetration in the
) ’ Scandinavian markets. There is scope, however, for the
able than their US counterparts. Some providers have middle-tier countries (Germany, the UK and the Benelux

.routes as ‘thin’ as? Mbps (miIIiQn _bits per second), whilg, countries) and the even less developed markets (France,
in the US, the equivalent capacity is 622 Mbps and growmgSpain and Italy) to catch up

The cost of links across Europe is excessively high, with the

PTTs and other former monopolies charging high prices, | ocgl L anguage and L ocally-Sourced Content Is
which causes country-to-country bottlenecks. Critical

Most European | P backbones have far less bandwidth avail-

European Network Access Points (NAPs) suffer massive The only non-technological obstacle to Internet adoption is
undercapacity compared with US NAPs. Even large Euro- cultural and linguistic resistance. We believe that web
pean NAPs with 155 Mbps capacity have around only 10% content will become increasingly multilingual, with ‘local

of the capacity of large US NAPs. language plus English’ options. For example, Yahoo!

provides its offering in French, German, Italian, Norwegian,
These Supply-Side Constraints Will L oosen Danish, Spanish and Italian as well as English. The trend is
Several European new carriers are increasing the supply ofoWwards provision in Iocal. languages of content that is
European backbone. UPC, Qwest, Level3, Carrierl, sourced locally and not simply translated.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
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European Corporations and the I nter net

Figurel
How IsYour | nternational Voice Traffic Carried?
IVPN C;J;la(:k Call Back
15% 50/e IVPN Resile
°  Other 6%  Other
Private 1% 1%
Networ k
20%
Private PSTN
Network 26%
PSTN 0
i 21%
Now In 2years

Source: Yankee Group European Large Enterprise Survey 1998

Figure2
I P Popularity in Corporate Networ ks

% of Companiesthat have IP astheir Main LAN protocol

Bel - 60%
Fra - 51%
Ger - 77%
Ita - 61%
Net - 80%
Sca - 85%
UK -91%

Overall 1998 - 74%
Overall 1997 - 53%

Source: IDC European Telecoms Manager
Survey, 500 Large Enterprises 1998
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Figure3
Intranet | mplementation Plans

80%

70%

60%
50%
40%
30%
20% 1
10%
»e- Fral Gerl Ital Scal UKI

Source: IDC European Telecoms Manager Survey
500 Large Enterprises 1998

[ Had early 1998
B Will haveby end 1998

|

Overall

Figure 4
Extranet | ntentions

Allow now

No plans
within 1 year

High level of implementation in
Germany and Switzerland

e Lowestin Benelux and Italy

Within
1 year

Source: IDC European Telecoms Manager Survey, 500 Large Enterprises 1998
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Figure5
Use/Planned Use of Voice and Fax
over |P/Internet

I
oo I
Fax over Internet [N 4% 11% [

Voiceover Managed |P [l 3%

Fax over |P 6%

Voice over Internet FZ%
I

0% 2% 4% 6% 8% 10% 12% 14% 16%

B Use Now B Within 1yr

Source: IDC European Telecoms Managers Survey 1999, 653 companies with more than 100 employees

Figure 6
Use and Planned Use of Corporate
Internet Applications by Large & Medium Enterprises

1999 2000
E-mail 94% 97%
Customer Service 25% 42%
Fax 10% 24%
Selling via Web 26% 38%
Buying via Web* 19% 36%
Voice 3% 16%

(*businessto business | -Commerce process e.g. web based EDI)

Source: IDC European Telecoms Manager Survey 1999,
653 companies with more than 100 employees
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The European Internet Report —€hapter Summaries

Like The Internet Report and our subsequent specia publications on the Internet, thisdocument ishig. Thus, we offer the
following summary points from each chapter of thisreport.

Internet I ndustry Background

Chapter 1: Internet Penetration in Europe

Internet Penetration in Europe, 1998

e Thenumber of adult Internet usersin Europe Internet Tota Proportion
should increase by almost 200% , from 34 million in Users Population  of Population®
1998 to 100 million in 2003, according to our new (m) (m) (%0)
model of European Internet penetration. Austria 054 81 6.7

. . Belgium 0.79 10.2 7.7

+ Digital technology, higher access speeds, ‘free’ Denmark 0.95 53 18.0
access and improved content could all drive early Finland 157 5.1 30.8
European adoption at arate faster than that seen in France 2.79 58.6 4.8
the US Germany 7.14 82.1 8.7

’ Greece 0.24 10.5 2.3
o . . . Ireland 0.26 37 7.1

» 30% penetration rates in Europe are achievable ltaly 214 576 3.7

in our view — Nordic rates are this high already. Netherlands 1.96 153 12.8
Norway 134 4.4 30.5

¢ Weexpect dialling up from home to remain the Portugal 0.26 10.0 2.6

most popular method of connecting with the Spain 198 39.3 5.0
ith h cabl d d bil il Sweden 2.58 8.8 29.3

Internet, alt ough cable modem and mobile wi Switzerland 1.00 71 141

account for an increasing share of users, on our UK 8.10 58.1 13.9

forecasts. We look for around 4 million broadband

users in Europe in 2002. Europe 33.6 3842 8.8

1. Based on the total population, including children
e Around 12% of European adults (34 million Source: Computer Industry Almanac

people) use the Internet, compared with about 32%
(64 million) in the US, on consensus estimates for
1998.

Chapter 2: European | nternet | nfrastructure

e Telecoms operators, alternative networ k operatorsand other Internet Service Providers (1 SPs) own and manage
the Internet infrastructure in Europe.

«  Weestimatethereareover 2,000 ISPsin Europe, including international backbone ISPs, national ISPs and regional
and consumer ISPs.

e European ISP revenues ar e forecast to grow at a CAGR of 30% to 2004, when they could reach $22 billion.

» Backbone servicesrevenues could more than tripleto $6.1 billion in 2002, compared with $2.0 billion in 1998,
according to Datamonitor.

e European backbone infrastructureisunder-developed at present A group of new network operators (alternative
network operators, to distinguish them from the PTTs) are rapidly building new high-speed/broadband capacity. This
group, together with the PTTs, stands to be a major beneficiary of growth in data and Internet traffic.

e Competition to supply corporate Inter net usersiswell developed, but access to the consumer, via the local loop, is
still dominated by the PTTs.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
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Chapter 3: Access Providers and Portals

e Internet service provision is commoditising quickly at the consumer access level Access providers to corporations
can add value through managed network services. e.g., web-hosting, virtual private networks and transaction software.

» Weexpect consolidation to identify the likely winnersover the next 18 months out of the 2,000-plus | SPs currently
operating in Europe.

« Dixons’ Freeserve and other free ISPs have shown that one revenue stream (subscriptions) can be sacrifited
order to achieve much larger revenue streams from advertising and commerce.

»  Successful ISPs will own a combination of compelling content and a high number of subscribers/customars
order to capitalise on other sources of revenue.

» The most successful access service models will combine reverfvas telecoms, subscriptions, advertising and
transactions, in our view.

» The winners in this sector should emerge from five groupghe PTTs, cable companies, media groups, non-typical
Internet companies and US content and aggregation companies.

Chapter 4: Internet Access Technologiesin Europe

e Access technologies will be a key driver of Internet penetratiommproving the access to and functionality of the
medium.

e Dial-up remains the most widely-used narrowband technologymost typically by individuals and small businesses.

« xDSL technology is being perceived increasingly as a good compromimtween the slow speed of dial-up services
and the high cost of cable network upgrade.

e Cable modems provide access to the Internet up to 1,000 times faster than dial-up serviédso, the customer
saves tel ephone usage charges, so cable access may also be cheaper for frequent users.

* Mobile access is one area where the market could develop more rapidly in Euroffen in the US, as Europe’s
cellular operators have adopted the pan-European GSM for cellular digital communications.

* Internet accessislikely to see significant changes over the next 2-3 year s as broadband technologies are rolled out to
the mass market, creating opportunities for entertainment and information-rich media and commerce.

Internet Company Thoughts

Chapter 5: Key European Players by Sector: Introduction

« TheEuropean market isat an early stage of itsdevelopment, and we expect infrastructure companies — telecoms
companies, alternative network service providers and cable operators — to be the early winners and main beneficiaries
of almost $30 billion of annual incremental data and Internet revenues that should be generated over the next few years.
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e A battleroyal isdeveoping in the consumer Internet Service Provider market, with four main groups jockeying for
position as primary providers of@ess and content: telecoms companies, cable operators, media groups and ‘non-
typical’ players such as Dixons. We expect a process of rapid consolidation in this market.

« Retail and e-commer ce oper ator s are now beginning to establish operations, and we expect to see a broad range of
players, from major companies to new start-ups.

« Welook for companieswith a coherent Internet strategy that are well placed to benefit from one of the three
business models — recurring or subscription revenues, advertising or e-commerce.

e  Wealsolook for companiesthat will benefit from business re-engineering that the Internet may bring about — for
example, rapidly falling distribution costs (banks, insurance) or disintermediation (e.g., airlines / travel agents /
publishers).

* Thelnternet should gain 5% of the European advertising market on our forecasts, creating a $5.9 billion market by
2004, making it the fastest-growing medium in Europe.

Chapter 6: Telecommunications: The Way to Play the I nternet in Europe

e The European telecoms sector isone of the best waysto gain exposur e to European Internet growth.
e Telecom operatorsare one of the few groups actually generating compelling revenue levels from the Internet.
e The Internet could account for 30-40% of PTOs’ revenues in five years timep from 8-10% now.

« Of the new entrants to the sector, we highlight COLT, EQUANT, Energis, NTL and Telewesk being the best
Internet plays, in our opinion.

e Ofthe PTOs, we would pick Sonera and KPN, as well as BT.

Chapter 7: Telecommunications Equipment: Building the I nter net

< All five principal telecom equipment suppliers in Europe should benefit from the Internet phenomenorAlcate,
Siemens and GEC primarily on the wireline side, and Ericsson and Nokia primarily on the wireless side. However,
Internet growth will doubtless increase the degree of competition from US and Japanese suppliers.

e Wireline business should be a more significant opportunity than wireless business|east in the short and medium
term. We would highlight Alcatel as being likely to be the prime European beneficiary of the wirdline opportunity, and
Ericssonand Nokia the prime beneficiaries of the potential wireless Internet business.

* The Internet is a widely distributed client/server computer architecturewhich is connected, for the most part, via
the telecom network. ‘Building the Internet’ therefore means expanding, enhancing and developing the telecom
network. This is already the dominant focus for the telecom equipment companies.

Chapter 8: Enterprise Software & | T Services

 Many established software companies ar e facing a fundamental challenge from the Internet Investment spending
has shifted toward supplier- and customer-focused applications built on web architectures, and away from finance,
human resources, and manufacturing — the mainstay of the traditional ERP (enterprise resource planning) players.
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Many traditional software companies have been slow to position themselves for these new opportunities, but their
size and market share should enable some of them to take back the lead.

The door has opened for new entrantsto claw their way in, however. It ispossible that anew set of leaderswill
emerge. New entrants can bring their product faster to market than the |onger-established companies, and they can offer
functionality for new business processes.

Like the softwar e companies, | T services companies must navigate a deep, technology-induced chasm between the
old skills and the new.

Both softwar e and services companies ar e running hard to position themselves for a coming e-commerce wave. We
highlight Atos and SAP.

Chapter 9: Logistics & Business Services: Travelling into a New Era

E-commer ce, driven by the Internet, isgoing to affect all aspects of the Eur opean logistics business, posing both
opportunities and threats.

Theimportance of supply-chain management islikely toincrease dramaticaly in a build-to-order world.
Additional distribution and mail volumes should be generated by retail purchasing over the Internet.

Companieswill increasingly look for regional or global logistics solutions as the Internet |eadsto greater pricing
transparency and outsourcing of non-core activities.

Poor Internet capability islikely to be a significant competitive disadvantage in this sector, and some distributors
could find themselves cut out of the supply chain.

We highlight TPG asa likely key beneficiary of the Internet, asit offers a unique combination of servicesin Europe
that utilise the Internet.

Chapter 10: Media: Content to Transact

European media companies’ Internet activities have gone three different routeSome have gone the route of
forming I1SPs (UPC, United, Mirror and NewsCorp), and others have chosen to leverage their content (EMAP, Wolters
Kluwer, Mondadori, Pearson, Reuters and Carlton) either directly on their own websites or in partnership with other
players. In some cases (Reed Elsevier, Thomson and BSkyB), companies own and operate closed el ectronic platforms
which they are gradually upgrading to be more Internet compatible.

Picking the winners from this group is difficult Given the stage of the Internet market’'s development, there are few
companies for whom the Internet is a dominant or even meaningful revenue source currently. We expect this to change
rapidly though.

UPC, the Eur opean cable operator, isour favoured pick from the media sector It offers high-speed broadband

access and compelling content through its Internet portal, Chello.

Reutersand Wolter Kluwer are also making Internet plays Reuters is in a relatively strong position as a wholesaler
of news and information to ISPs, and Internet technology enhances its existing product delivery. Wolters Kluwer derives
some 18% of its revenues from electronic and online activities and has well-established Internet products.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
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« Wealsolike magazine publishersfor their ability to leverage content and communities of interest and generate
advertising and transaction-based revenue streams. United News & Media, M ondadori and EM AP are worth
watching, in our view, and Pear son has a powerful weapon in FT.com.

Chapter 11: Advertising: Internet — Fastest-Growing Medium Ever

e Thepotential of the Internet asan advertising medium is enor mous, given the explosive growth in Internet usage,
the greater targeting and tracking potential of Internet advertising, and the availahility of the Internet at work aswell as
in the home.

e Thelnternet may be the ultimate one-to-one marketing tool, allowing companies to target and deliver directed
messages to an audience with specific demographics and interests.

e Thelnternet also providesthe first medium wher e advertising can be directly converted to transactions, as
adverti sements become point-of-sal e opportunities.

* Thelnternet, like other new media beforeit, will need to reach critical massin terms of penetration of the market
(i.e. among al individuals), which we believe occurs at 35%+ penetration.

* Inthe US, we are conservatively predicting advertising on the Internet will approach 13% of the total advert
mar ket by 2002, which should be worth $25 billion per annum.

* In Europe, we assume I nter net advertising will take approximately 5% of the total market by 2004, which should
be worth $5.5 billion.

» This pie will not be shared equally —as has happened in the US, European Internet advertising revenues will likely
concentrate among the leading Web properties.

» Media carrying classified are most likely to lose revenue to the Internet in the medium terrfollowed by consumer
and business magazines.

*  We would expect a migration of advertising spending to the Interndrom both printed and broadcast mediain the
longer term, asthe latest round of technological upgrades, especially broadband-rel ated technologies, will begin to give
the Internet TV-like qualities.

» Internet advertising appears to be a medium to rival commercial radio in terms of market sharéHowever, we
believe Internet advertising will achieve this gatusin a period far shorter than the 25 years it has taken radio to get to 5%
of display advertising and 3% of the total market.

*  We continue to favour WPP as the principal European advertising playFor advertising agencies, any increasein
the complexity of media generally reinforces their function and value to clients as an intermediary.

Chapter 12: Airlines: Gear Up for Internet Take-Off

e The online travel business is one of the largest and fastest-growing Internet trading areakhe Internet has helped
the supply of travel information and the conduct of transactions.

e Each airline will need to define its Internet strategyin our view. Competitive positioning will be crucial in order to
capture opportunities and withstand threats.

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
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I nternet bookings could account for 25-50% of aver agerevenuesin five year s time, compar ed with less than 1%
for most European airlines currently.

We highlight British Airwaysand L ufthansa astwo airlineswith clear Internet strategies BA aimsto generate
50% of its sales viathe Internet in 2003.

Chapter 13: European Banking: Moving towar ds the Net

The volume of internet banking hasincreased rapidly in Europe in terms of number of services and customer
numbers, albeit from avery low base.

Futur e growth may be constrained by the inability to provide financial advice over the Internet.
The Internet can be a much cheaper distribution channel for commoditised products than the old branch network.
Established banks have brands, products and infrastr uctur e, which should make it more difficult for new entrants.

Our key Internet playsinclude Bankinter, MeritaNor dbanken, SEB and Barclays, all of which have developed
significant Internet banking businesses.

Chapter 14: Food Retailing (UK)

UK food retailersappear better placed to sdl viathe Internet than their continental peers, given their rdatively
deep pockets and their existing I T know-how and systems.

No home ordering system has yet been designed that satisfies both sides of theretail equation, the shopper and the
retailer, however.

The perceived threat to UK super storeretailing posed by home or dering seems exagger ated Demand islikely to
taketimeto flourish, and islikely to remain confined to an upmarket, urban niche, at least for awhile. J. Sainsbury has
just curtailed trials of its Orderline service outside London, on grounds of insufficient demand.

Retailing via the Internet will still beretailing Retailing attributes including a one-stop range, buying scale, customer
service and ease of use will be needed to do it well.

Tesco and | celand ar e the two most inter esting I nter net food retailing stocks, in our view. In particular, Tesco plans
to exploit the synergies between its Clubcard, itsnew | SP and its home ordering service, Tesco Direct.

Chapter 15: General Retailing: The Internet — The Next Revolution?

The Internet has become a key factor in valuing general retail stocksin the UK recently, and has had a major impact
on relative stock performance.

Thereisadanger of indiscriminatere-rating due to Internet exposurein the UK retail sector Applying high
valuationsto any retailer that announces an Internet strategy seems unwise.

Barrierstoentry seem low, but initial marketing expenses and the cost of creating distribution infrastructure can
be high Serious playerswill have to be prepared to carry the start-up costs.
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Selling a service can be easier than selling goods Severa UK retailers have chosen to leverage their large customer
bases and well-known brand namesto offer their customers access to the Internet itself.

Our overriding conclusion about the Internet isthat first-mover advantagereally does matter Being first and
being number oneisthe key to successful retailing on the Net.

Dixonsisour preferred Internet play, because of the first-mover advantage it has secured with the success of
Freeserve and because of its overall Internet strategy.

Chapter 16: Insurance: A Revolution Waiting to Happen?

The complexity of many insurance products meansthe I nternet isnot a natural distribution channel for them, and
it has been dow to have an impact on the industry in the US and Europe.

But the Internet could have a significant longer -ter m effect on the industry, asadistribution channd and a servicing
toal.

The Internet should enable insur ersto bypass costly traditional distribution channelsand so reduce their cost
bases.

Theimpact islikely to be greater in personal linesand non-life, and lessinindustrid lines and life (except for simple
coverage such asterm assurance).

Incumbents will be for ced increasingly to complement existing sales channelswith the Internet in order to compete
with low-cost providers and brokers.

Thewinnerswill be those providersthat realise the potential of the Internet early, building areputation for Internet
delivery and servicing, and winning over technologically-literate customers.

Prudential and Skandia are our two key inter net playsin the insurance sector.

Chapter 17: Utilities: Suppliers, Not Users

Most European utilities are exposed to the development of I nter net either through capturing data volume traffic on
their Telecom transmission network or through their own 1SP.

Utilitieswith large | SPsinclude Ener giswith Plant Online, ScottishPower with Demon, and Vivendi with
AOL/CSI France.

The Internet could also be another useful marketing channel for utility sales, athough pricing is usually the key
factor for customers. We indude a case study on the UK.

Power linesthemselves could be used to send voice and data tr ansmissions, which could enable a fundamentd
expansion of Internet functionality. Utilities such as RWE and Sydkraft are currently testing such technol ogy.

We highlight Vivendi as having one of the most developed Inter net strategiesin our utilities universe.
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Chapter 18: A View from the Capital M ar kets

e Europe doesnot yet have an established univer se of public Internet companies comparableto the US.

e Theshortage of quoted Eur opean pure Internet stocks appearsto lead investors to buy into other companies with
Internet operations that act as Internet ‘proxies’.

* IntheUS, entrepreneurial companies funded by ventur e capitalistsled the emer gence of the Internet in the public
equity markets. More recently there has been an increasing prevalence of established corporations seeking to unlock
value in Internet-oriented assets through subsidiary IPOs and Letter Stock offerings.

« Inthe European context the growth of Internet offerings appear sto be mor e balanced with both traditional
corporations and entrepreneurs seeking to raise public capital.

e |tislikey that the Inter net new issue market will advance more readily as a result of the substantial US investor
base seeking technology opportunities globally Equant, for instance, pursued a dual listing strategy to attract capital
from both sides of the Atlantic

»  Some European stock exchanges ar e focusing on high-gr owth sector s such asthe Inter net, notably the Neuer
Markt, Euro.NM and EASDAQ.

» European Internet IPOshave generally performed very well, although not as spectacularly as their US brethren.

» A significant sour ce of new European Internet stockswill be from spin-offs and sub-I1 POs, in the medium term, in
our view. This compares with the US, where start-ups are clearly the dominant stocks.

Chapter 19: Selected European | nter net Company Profiles

e Thissection includes basic information on selected Eur opean Web sitesthat have compelling momentum We

have included private European based Internet companies, as well as some of the more interesting traditional companies (s
our Internet Company Handbook, June 1999, in which we profiled the leading public U.S. Internet companies). Note that

many are companies profiled elsewhere in this report.

e Our choices hinged on a number of factors, including: extensible and innovative business model; leading technology;
ramping user base and strong business momentum; value added service; first mover advantage; market opportunity;
compelling value proposition to consumers and suppliers; impactful strategic partnerships.

» For each of the 52 companies, we include a basic company description, the country of the headquarters, the URL, and
screen shots from the Web site. This section is meant to be a rudimentary one-stop shop for understanding the basics of
today's European Internet frontier.
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Chapter 1

Inter net For ecasts

| nter net Penetration in Europe

Seve WinramyMichael Seib

Investment Summary

e Thenumber of adult Internet usersin Europe
should increase by almost 200%, from 34 million in
1998 to 100 million in 2003, according to our new
model of European Internet penetration.

» Digital technology, higher access speeds, ‘free’
access and better content could drive early Euro-
pean adoption at a faster rate than seen in the US.

* 30% penetration rates in Europe are achievable
in our view — Nordic rates are this high already.

For

We expect dialling up from home to remain the
most popular method of connecting with the

Inter net, although cable modem and mobile will
account for an increasing share of users, on our
forecasts. We look for around 4 million broadband
users in Europe in 2002.

Around 12% of European adults (34 million
people) use the Internet, versus about 32% (64
million) in the US, on consensus estimates for 1998.

further details, see Appendix | at the back of this

report.

Figurel
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A Quick Glance at the What/Wheres of Inter net Content and

Usagein Europe

Summary

In a quest to determine how people areusing the
Internet in Europe, we have been very frustrated with
the availability of data. In thissection we have pulled
together available data and have begun to gather our
thoughts on European I nternet usage patterns.

Some general highlightsfollow.

e Asof year-end 1998, there were about 34 million
European Internet users (9% of population) The
highest number of userswerein the UK (8 million
users); Germany (7 million users) and France (3
million users).

e Finland, Norway and Sweden supported the
highest ratesfor Internet usage with 30%
respective penetration Denmark followed with
18% usage penetration. Reasons for high Internet
usage penetration in the Nordic countries include
relatively high GDPs, liberalized telecom markets
and high PC penetration rates (>40%). However, itis
notable that these markets are among the smalest in
Europe.

e The most comprehensive content usage data
appear to be about the Swedish market where US-
based Media Metrix has just released its first user
study. We caution from reading too much into this
market data, as, given therelatively low population
of Sweden, many of the major global portals (such as
Yahoo! and AOL) have not targeted these markets
aggressively, yet. That said, the data do offer some
important clues about European regional usage
patterns. Key findingsinclude:

1) 19 of thetop 35 sStes, based on usage, are US-
based, while 16 of 35 are Swedish sites,
implying that the American companies have
made huge early inroads, while European sites
tend to be small, country-specific sites;

2) Microsoft's MSN.com was the number one
site based on usagémplying that the operating

system link in the dlower evolving European
markets (as compared to the earlier and more
rapidly developed US market) may provide
Microsoft with key competitive advantages;

3) Compagq’s AltaVista grabbed the number two
spot in part because of its strong search
capability. Microsoft's Hotmail free email site
nabbed the number three spot and Sweden’s
home.swipenet.se scored the number four spot
thanks to language and cultural uniqueness.
Microsoft.com, GeoCities, mirabilis (AOL’s
ICQ), Tripod, Yahoo!, xoom, preferences.com
and Angelfire were the US sites that rounded out
the top 20 sites.

* Based on other surveys, US-based companies
appear to have very impressive usage traction in
countries where English is the primary language
(UK) and in the largest markets where they have
focused (UK and Germany). The US-based leaders
are: Yahoo!, America Online and AltaVista.

* InEurope, asintheUS, web portals (such as
Y ahoo!) dominate usage as compared to content
vertical, commerce and community sites.

» For more specifics on US-based Internet usage
trends, see Appendix IX.

European Content Usage Trends

The European Internet market is very fragmented and
comprehensive data on country usage is scarce. However,
some trends can be drawn from data we have compiled.
On 1 June 1999, Media Metrix, a US-based leader in
Internet and Digital Media measurement, and SIFO
Interactive, the leading media research company in
Sweden, released the Top 50 Web sites among users in
Sweden At Home and At Work for April 1999 (see Table
1). This survey contains some of the first and most
comprehensive Internet audience usage statistics provided
outside the United States. The survey found Swedish
users are drawn to portals, content providers, community
and commerce sites, just like American users (Table 1).
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Tablel

Media Metrix: Top 50 Swedish Web Sites (April 1999) (US-based companiesin bold)

Rank |W eb Sites Unique Visitors (000s) Company Descriptions
Univer se (000s) 3,513
1 |msn.com 1,487 Portal
2 |altavista.com 1,459 Portal
3 |hotmail.com 1,347 Electronic Mail Service
4 |home.swipnet.se 1,307 Communications/ISP
5 |aftonbladet.se 1,050 Vertical Portal - News
6 |algonet.se 938 Portal
7 |microsoft.com 933 Product Reference Site
8 |passagen.se 884 Portal
9 |geocities.com 861 Portal
10 [evreka.com 855 Portal
11 [mirabilis.com 821 Internet Software
12 (torget.se 799 Portal
13 |[telia.se 793 Communications/ISP
14 [tninet.se 575 Portal
15 [members.tripod.com 524 Portal/Web Hosting Svcs
16 |yahoo.com 482 Portal
17 |xoom.com 481 Portal
18 |[tele2.se 457 Communications/ISP
19 |preferences.com 454 Internet M arketing Svcs
20 |angelfire.com 452 Portal/Web Hosting Svcs
21 |[bluemountain.com 441 e-Commerce
22 |home.netscape.com 421 Portal
23 |real.com 374 Internet Infrastructure
24 |sunet.se 372 Vertical Portal - Academics
25 |[se.excite.com 370 Portal
26 |svt.se 362 Vertical Portal - Entertainment
27 |dn.se 356 Vertical Portal - News
28 [tv4.se 348 Vertical Portal - Entertainment
29 |platsbanken.amv.se 341 Vertical Portal - Employment Svcs
30 [foreningssparbanken.se 313 Vertical Portal - Finance/Banking
31 [msn.se 300 Portal
32 |macromedia.com 294 Internet Software
33 Jaol.com 293 Portal
34 |yahoo.se 282 Portal
35 |[rsv.se 282 Vertical Portal - Government

The top 50 Web sites are based on unduplicated audience reach, also known as unique visitors. Top sites are from SIFO Interactive's At Home and At Work

Internet audience ratings in Sveden.

Unique Visitors: The actual number of total userswho visited the Web site once in the given month. All Unique Visitors are unduplicated (only counted

once) and are in thousands.

Source: Media Matrix/SIFO Interactive
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Spotlight on Sweden

On 1 June 1999, Media Metrix, aleading US Internet
audience measurement service, and SIFO Interactive,
Sweden'’s leading media research company, announced
the results of their first survey of Swedish Web surfing
habits. We caution from reading too much into this
market data, as, given the relatively low population of
Sweden, many of the major global portals (such as
Yahoo! and AOL) have not targeted these markets
aggressively, yet. That said, the data do offer some

important clues about European regional usage patterns.

This is the first survey Media Metrix has conducted
outside of the US on web usage patterns.

The key findings of the report follow.

e Swedish Internet usersappear to have smilar
habitstotheir US counter parts with content,
community, communications, and commerce Web
sites supporting high usage in both countries.

* More specifically, Swedish Web surfersappear to
use many of the same sitesasUS Internet users
The top three Web domains in April in Sweden
(based on unique visitors) were msn.com,

altavista.com, and hotmail.com, which were also,
respectively, the'§ 14", and 1% most visited

domains in the US in that month, according to Media
Metrix. Also, of the top 50 Swedish Web sites, 24
were US Web sites or Swedish versions of those sites
(e.g. yahoo.se or Yahoo! Sverige). Interestingly, the
Yahoo! and Microsoft Network home pages each
drew more Swedish visitors than the Swedish
versions of those sites.

Swedish Internet usersalso appear torely on

some local content and community sites Among

the top ten leading Swedish Web sites are
Home.Swipnet.se (an Internet Service Provider),
Aftonbladet.com (a Swedish news site), Algonet.se (a
community site), and Passengen.se and Evreka.com
(community sites/search engines).

The Internet hasa nearly 50% penetration ratein
Sweden (one of the highest rates in the world), with
approximately 3.5 million users per month. And
nearly all age groups are equally represented among
Swedish Internet users.

Over the next three pages, we highlight the leading
Web sites used in the Swedish market.
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msn.com

Portal

Microsoft is the worl dwide leader in software for personal computers. The Www.msn.com — Microsoft Network Homepage

company offers a wide range of products and services for business and
personal use, each designed with the mission of making it easier and more
enjoyable for people to take advantage of the full power of personal
computing every day. On the Internet, Microsoft has created a series of
successful brand names: Expedia travel service, CarPoint automotive
service, Hotmail, Microsoft Investor, Gaming Zone, and Microsoft Money
Central. The company’s strategy going forward is to unify these sites aroun

the MSN brand, so customers can easily reach all of them via a single po =

msn.com. Microsoft's strategy is to combine these brands with their

o
|Spaseenrt Rt .t

packaged-software products, among them Microsoft Money, Encarta, ang ===

games such as Flight Simulator, to break down the barriers between onlif) ...

and offline products and services.

shopping.msn.com — Microsoft Network Shopping
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altavista.com

Portal

AltaVigta, a wholly owned subsidiary of Compag Computer, provides
specialty search features for the Internet. AltaVista provides search
capabilities by category, including business & finance, health & fitness,
media & amusements, etc. The searches can be customized to find images
using AV Photo and Media Finder or to exclude objectionable material
using Family Filter capabilities. Other recent innovationsinclude phrase
detection, spell check, and natural language capabilities. On April 5, 1999,
AltaVigsta announced the completion of the acquisition of Zip2, aleader in
devel oping, hogting, and maintaining consumer Web sites for media
companies. With a wide selection of content and services, AltaVida attracts
awide audience as one of the leading portals on the Web.

www.altavista.com — AltaVista Homepage
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abcnews.go.com/altavista — AltaVista ABC News Venture
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hotmail.com Communications

Hotmail is Microsoft's free online e-mail service, offering its usersMWW.hotmail.com — Hotmail Homepage

the opportunity to check their e-mail anywhere in the world on thg & SR
Internet. M
www.hotmail.com - Hotmail Email Safety
Prval]
Hoatrud
Enal Batery
home.swipnet.se Communications

home.swipnet.se — Tele2 Homepage

Tele2 is a Swedish communications company that provides services
ranging from Internet to cellular telecommunications. The siteisin
Swedish.

www.tele2.se/info — Tele2 Information Page
= |
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aftonbladet.se

Vertical Portal - News

Aftonbladet is a Swedish news portal. The sitelooks like a
newspaper on the Internet, offering current news and an archive of
old news.

www.aftonbladet.se/sport — Aftonbladet Sports Page
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| SP/Portal

Algonet is a Swedish ISP/portal offered by Telenordia. The site
offerse-mail and other servicesto its users.

start.telenordia.se/innehall — Telenordia Innehall

www.algonet.com — Telenordia Internet Page

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.




30

MORGAN STANLEY DEAN WITTER

Spotlight on European Usage

UK leadsin Internet usage The United Kingdom isthe
largest market based on the number of Internet users (8.1
million), followed by Germany (7.1 million), France (2.8
million) and Sweden (2.6 million) (see Table 2). Cheap
Internet access and proficiency in English spurred user
growth in these countries. Countries with lower average
GDP, PC penetration rates, and/or higher Internet access
rates (Greece, Portugal and Ireland) had the lowest
penetration rates.

Nordic countrieslead in Internet penetration The
Nordic countries of Finland, Norway and Sweden are the
leadersin penetration rates at 31%, 31% and 29%,
respectively. At these levels, the Nordic countries are
inlinewith the U.S. penetration rate near 34%.

Reatively high GDPs, liberalized telecom markets and
high PC penetration rates (>40%) have helped these
countries to have high penetration rates (see Table 3).

Table2
Internet Penetration in Europe, 1998 (Ranked by
Number of Users)

Some Early First Pass Usage Statistics from
Leading Countries Indicatethat US Leaders
Have Momentum

The top European web sites by country (see Table 4)
consist of portals, content providers, community and
commerce sites. In France, thetop web siteis
Wanadoo.com, an | SP/Communications siterun by
France Telecom. The second and third top web sites
(according to arecent brand awareness study) are AOL.fr
and Yahoo!.fr, two American based-sites which are
trandated into French and localized for content. Note that
three of these sites d so offer access. In Germany, the
leading web sites (based on reach studies) are Y ahoo!,
AltaVista, Netscape and WEB.DE.

US web sites dominate in countries with high English
fluency where localization costs are minimal and market
sizeislarge. In the UK, the leading web sites are Yahoo!,
AltaVistaand Infoseek. In countrieswith smaller
markets, initial localization costs may deter companies
who prefer tolock in larger markets before targeting
smaller ones. In countries with smaller non-English user
bases, the need for Internet support has fueled the growth
of local portalsand content providers. Competition
among Internet Service Providers has made Internet
access cheap, increasng usage rates.

Internet Total Proportion
Users  Population of Populationt
Using Internet
M) M) (%)
UK 8.1 58.1 13.9
Germany 7.1 82.1 8.7
France 2.8 58.6 48
Sweden 2.6 8.8 29.3
Italy 21 57.6 37
Spain 20 39.3 5.0
Netherlands 20 15.3 12.8
Finland 16 51 30.8
Norway 1.3 4.4 30.5
Switzerland 10 7.1 141
Denmark 10 53 18.0
Belgium 0.8 10.2 7.7
Austria 0.5 8.1 6.7
Ireland 0.3 37 7.1
Portugal 0.3 10.0 2.6
Greece 0.2 10.5 23
Europe 33.6 384.2 8.8

1. Based on the total population, including children
Source: Computer Industry Almanac

Table3
Internet Penetration in Europe, 1998 (Ranked by
Penetration Rates)

Internet Total Proportion

Users Population of Population
Using Internet

(M) (M) (%)
Finland 1.6 51 30.8
Norway 1.3 4.4 305
Sweden 26 8.8 293
D enmark 1.0 53 18.0
Switzerland 1.0 71 14.1
UK 8.1 58.1 139
Netherlands 2.0 153 128
Germany 7.1 82.1 8.7
Belgium 0.8 10.2 7.7
Ireland 0.3 37 7.1
Austria 0.5 8.1 6.7
Spain 2.0 39.3 5.0
France 28 58.6 4.8
Italy 2.1 57.6 3.7
Portugal 0.3 10.0 2.6
Greece 0.2 10.5 23
Europe 33.6 384.2 8.8

1. Based on the total population, including children
Note: Media Metrix conducted a survey in March 1999 which found
Sweden to have a 50% penetration rate and 3.5 million users on average
per month.
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Drilling Down on European I nternet Demographics

According to an internetTrak survey commissioned by
Ziff-Davis, Yahoo!, and Ddll in the third quarter of 1998,
Yahoo! istheleading search/directory used in Europe.

TheinternetTrak survey also drew several broader
findings about European Internet usage.

The UK hasbeen experiencing I nter net growth rates
comparableto growth ratesin the US At 15% adult
Internet penetration rate, the UK is approximately at the
same level asthe US was two years ago and experiencing
similar growth rates. In the six months prior to November
1998, more than one million adultsin the UK began using
the Internet, bringing the total number of UK Web users
to 8 million. Of those surveyed, 1.8 million people said

they were very likely to use the Internet over the next six
months.

e The UK hashigher Internet penetration rates
than Germany and France The UK hasan adult Web
penetration rate of 15%, while Germany and France
follow with 10% and 8%, respectively. Theseratestrail
far behind the US adult penetration rate of 37%.

Germany has the highest percent of users visiting the Web
at least once aweek at 69% compared to 54% of Web
usersin France, and 77% of American Web users. The
average age of Web usersin the UK (37), France (32) and
Germany (33) issimilar to the average age in the US (37).

Table4
European Analysis of Reach by Country
Europe Source Criteria Top5 Sites Results
France M ediametrics Q1:99 Aided Awareness 1 Wanadoo.fr 71.9%
Study 2 AOL.fr 59.1%
3 Yahoo.fr 54.5%
4 Club-internet.fr 53.6%
5 Cplusfr 49.1%
Germany Gfk Online M onitor Feb 99 Reach 1 Yahoo! 47.9%
2 AltaVista 29.7%
3 Netscape- Guide 19.7%
4 WEB.DE 23.7%
5 Lycos 20.4%
M ost Often Used 1 Yahoo! 28.0%
2 Altavista 9.0%
3 AOL Netfind 6.9%
4 Fireball 6.9%
5 WEB.DE 6.6%
Norway Gallup User Survey 9/98 Unique users/week 1 SOL 379
2 VG 299
3 Yahoo.no 288
4 Nettavisen 252
5 Dagbladet 241
Sweden Relevant Knowledge 7/98 Unique users/month 1 Passagen 955
2 Tele2 928
3 Tdenordia 792
4 Tdia 746
5 AltaVista Sverige 665

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.
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« Eighty-eight percent of users surveyed expressed
high levels of satisfaction with the overall quality of the
Web, while 86% were satisfied with ease of access and
availability of information. Of interest, only forty-seven
percent of users were satisfied with the speed with they
could download information, indicating potentially
strong demand for broadband applications

» Europeansareturningtothe Internet for a
variety of applications According to theinternetTrak
survey, 86% of users research topics or issues on the
Web; 77% obtain information about products/services,
62% download software; 50% receive news updates; 39%
plan personal/business travel; 38% chat with people; 37%
listen to/sample music; 33% look at TV/cinema listings;
30% receive weather updates or watch video footage; and
27% play games. In addition, 25% of users access the
Web to purchase products or services; 22% to visit adult
entertainment sites; 19% track stock, bond or mutua fund
prices; 8% use Internet telephony (a surprisingly high
percentage); 6% conduct banking; and 2% use an
Internet-based dating service.

e Search enginesare major driversof traffic
According to the survey, 74% of usersrely on search
engines to locate Web sites, while 68% find new Web
sites through word of mouth, and 65% from links from
other sites. The top search engines used were Y ahoo!
(90%); AltaVista (61%); and Infoseek, Excite and Lycos
each with approximately 42% of users.

» Women are accessing the Internet at an increasing
rate Two yearsago, only 14% of Internet usersin the UK
were women, compared to 40% of the users at the time of
the survey. In addition, 1.8 million women representing
57% of respondents plan to use the Web in the next six

months.

» Internet usage in Europe appearsto befairly
frequent 28% of users accessthe Internet at least once a
week, followed by 21% who access the Internet less than
once aweek, and 20% who access the web every day.
Sixteen percent of users claimed to have not used the
Internet over the past three months, whereas 14% said
they used the Internet several timesaday. However, Web
usage in Europe should grow, since 38% of the surveyed
users thought they would be spending more time on the
Internet, compared to 9% who thought they would be
spending less time.

* E-commerceisexperiencing strong growth in
Europe 1.6 million Internet users bought a product or
service over the Web in the three months leading up to the
survey, while 2.9 million expect to spend morein the next
year. Many users gather information on the Web and then
make purchases on or off line. Of the purchases made
online: 43% are software; 37% are PCsrelated products;
23% are books; and 17% are music CDs; and 11% are
games.

* Internet usagein the UK appearsto have caused
some displacement of traditional media TV usage has
decreased 11% while computer magazine usage has
increased 9%. Sixty percent of users agreed that web
usage hasincreased their interest in information about
computers and rel ated products.

Table5
Web Usage

UK France  Germany us
(% of Adult Population)
Ever accessed web 15 8 10 37
Visited the Webin
past 3 months 13 6 9 30
(% of Web Users)
Visit theweb at least
once aweek 66 54 69 77
Women 25 27 22 48
Average Age 37 32 33 37

Source: InternetTrak Survey

Figure2

Online Advertising Revenue in 2003 by Region

g 15

AMOUNT IN US BILLIONS

2.8
1.25

REGION GLOBAL UsA EUROPE ASIA

Source: Datamonitor

This memorandum is based on information avail able to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell or a
solicitation of an offer to buy or sell the securities mentioned. Please refer to the notes at the end of this report.




MORGAN STANLEY DEAN WITTER

33

Figure3

How Many Online Worldwide
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Figure5

Total Online Advertising Revenue 1995 - 2002
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Figure 4

Internet Advertising Revenue in Europe 1997 - 2002
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Figure 6

Consumer Spending at European Sites 1997 - 2002
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Figure7

Consumer Spending at German Sites 1997 - 2002
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Figure8

Consumer Online Spending at UK Sites 1997 - 2002
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Chapter 2

Internet Structure

European Internet Infrastructure

Seve Winram/Michael Seib

Investment Summary

Telecoms oper ator s, alter native networ k operators
and other Internet Service Providers (I SPs) own and
manage the I nter net infrastructure in Europe.

We estimate there are over 2,000 I SPsin Europe,
including international backbone I SPs, national | SPs
and regional and consumer 1SPs.

European | SP revenues areforecast togrow at a
CAGR of 30% to 2004, when they could reach $22
billion.

Backbone servicesrevenues could more than triple
to $6.1 billion in 2002, compared with $2.0 billion in
1998, according to Datamonitor.

European backbone infrastructureis under-
developed at present A group of new network
operators (alternative network operators, to distinguish
them from the PTTs) arerapidly building new high-
speed/broadband capacity. This group, together with
the PTTs, stands to be amajor beneficiary of growth in
data and Internet traffic.

Competition to supply cor porate Internet usersis
well developed, but access to the consumer, viathe
local loop, isstill dominated by the PTTs.

For further details see Appendix Il-a.
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Chapter 3

Internet Structure

Access Providers and Portals

Seve Winram/Michael Seib

Investment Summary

e Internet service provision is commoditising
quickly at the consumer accesslevel Access
providersto corporations can add value through
managed network services. e.g., web-hosting, virtua
private networks and transaction software.

 Weexpect consolidation toidentify thelikely
winners over thenext 18 months out of the 2,000-
plus | SPs currently operating in Europe.

*  Four groupsshould eventually dominate the
European Internet Service Provider market:
telecom companies, cable companies, European
media groups and ‘non-typical’ players, such as
Dixons. As the Internet becomes more mature, we
should also see a number of successful start-up
companies.

Dixons’ Freeserve and other free ISPs have shown
that one revenue stream (subscriptions) can be
sacrificedin order to achieve much larger revenue
streams from advertising and commerce.

Successful ISPs will own a combination of
compelling content and a high number of
subgribers/customersin order to capitalise on other
sources of revenue.

The most successful access service models will
combine revenuegrom telecoms, subscriptions,
advertising and transactions, in our view.

The winners in this sector should emerge from five
groups: the PTTs, cable companies, media groups,
non-typical Internet companies and US content and
aggregation companies.

For further details see Appendix II-b.
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Chapter 4

Internet Structure

Inter net Access Technologiesin Europe Steve Winram/Michael Sieib
I nvestment Summary + Cable modems provide accessto the Internet up to

1,000 timesfaster than dial-up services Also, the
customer saves telephone usage charges, so cable
access may also be cheaper for frequent users.

e Accesstechnologieswill beakey driver of Internet
penetration, improving the access to and
functionality of the medium.

* Mobile accessis one area where the market could
develop morerapidly in Europe than in the US, as
Europe’s cellular operators have adopted the pan-
European GSM for cellular digital communications.

e Dial-up remainsthe most widely-used
narrowband technology, most typically by
individuals and small businesses.

» XDSL technology isbeing perceived increasingly
as a good compr omise between the slow speed of
did-up services and the high cost of cable network
upgrade.

* Internet accessislikely to see significant changes
over the next 2-3 year s as broadband technologies
are rolled out to the mass market, creating
opportunities for entertainment and information-rich
media and commerce.

For further details see Appendix I1-c.
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